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NDICATORS; HONDU 


All values in million U. S. $ Exchange rate as of October 
U. S. $1.00 = Lps. 2.00 
ITEM 1969 1970 1971 1/ % Change 1970-71 
INCOME PRODUCTION 
GNP at Current Prices 648.4 680.2 721.9 + 6.1 
GNP at Constant 1966 Prices 626.4 649.5 685.3 + 5.5 
Per Capita GNP, Current Prices 265.0 263 270 + 2.7 
Investment as % of GNP 19.9 18.6 18.8 + 1.1 
Industrial Production (value added) 82.5 88.2 90.5 + 2.6 
Central Govt. Revenues as % of GNP 11.8 12.7 12.3 - 3,1 
MONEY AND PRICES 
Money Supply 78.7 83.9 91.1 + 8.6 
Public Debt Outstanding 90.2 118.3 145.3 +22.8 
Domestic Debt 41.2 49.0 58.8 +20 
External Debt 49.0 69.3 86.4 +24.7 
BALANCE OF PAYMENTS AND TRADE 
Net Holdings of International Reserves 24.0 9.0 14.6 +38 
Balance of Payments (Current Acct. Balance)-37.9 <-70.8 -28.5 +59 
Debt Service Ratio (% of net foreign 
exchange earnings) 2.6 3.2 4.1 +28.1 
Exports, FOB 170.9 175.2 178.3 + 1.8 
U. S. Share 78.7 89.2 110.5 +23.8 
Imports, CIF 184.3 220.7 193.9 -12.1 
U. S. Share 79.7 91.2 91.1 - 0.1 





Main Exports to U. S. (1971): 
(Millions $) 


Bananas 23.3 million stems, $70.6; Coffee 208,118 (60 kilo) bags, $11.3; 
Minerals 65.0 million kilos, $8.7; frozen or chilled meat 12.1 million kilos, 
$10.2. 


Main Imports from U. S. (1971): 
(Millions $) 


Cardboard 31.3 million kilos, $4.6; Insecticides 3.1 million kilos, $2.3; 
Trucks 1.7 million kilos, $2.1; Wheat 47 million kilos, $3.7. Although known 
to be sizeable,statistics for paper, machinery and other transportation equip- 
ment are not yet available. 


SOURCE: Central Bank of Honduras; Office of Statistics and Census, Ministry 
of Economy; IBRD and IMF statistics. 
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HONDURAS 


SUMMARY 


The estimate of real GNP growth in 1971 has recently been revised 
downward to 5.5 percent and prospects for 1972 show a still lower 
figure of approximately 3.6 percent. The principal cause of this 
slowdown is the behavior of public and private investment. In the 
public sector, many of the large infrastructure projects begun in 
the last few years have been completed and there is now a lull as 
the problems of new project implementation must be worked out. The 
private sector is showing a cautious attitude toward new investment 
as there is uncertainty about Honduras’ role in Central American 
trade as well as the functioning of the country's coalition government. 
The fiscal situation of the government is not good and it is hoped 
new tax increases may be approved to alleviate the situation. Honduras’ 
credit standing with international lending agencies is good and the 
country has abided by the requirements of its "standby agreement" 
with the IMF. In 1971 the balance of trade improved significantly 
as the deficit on current account went from the 1970 level of $70.8 
million to about $28.5 million. In 1972, however, the deficit is 
expected to grow to about $46 million as exports fall and imports 
grow. Trade with the CACM continues very restricted and a trade 
deficit of $13.9 million was experienced with Central America in 
1971. Honduras has signed a bilateral trade treaty with Nicaragua 
and is negotiating one with Guatemala. 


Honduras is a small market but does offer good trade potential for 
U. S. suppliers. Despite the present slowdown in government invest- 
ment the trend is for this area to pick up as implementation of new 
projects in transportation, electric power, agriculture, health, 

et al, begins. Service, quality, spare parts availability, and 
effective local representation are important factors to be considered 
as U. S. exporters compete with other suppliers whose prices are 
more favorable than ours. In the private sector, food processing, 
sales of shrimping and lobstering equipment, and moderate-sized 
forestry investments offer good possibilities. Tourism development 
is practically an untouched realm which may receive substantial 
attention in the future. 
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A. CURRENT ECONOMIC SITUATION AND TRENDS 


During 1971 the Honduran economy continued its recovery from the effects 
of hostilities with El Salvador in 1969 although at a slower pace 

than originally estimated by the Central Bank. Uncertainties about 

the future of the Central American Common Market and the difficulties 
encountered in effective operation of a coalition government have 

led to a slowdown in 1972. Investment by the public sector has reached 
a temporary plateau as new development projects await implementation. 
Meanwhile the private sector is showing a cautious attitude toward 

new investment. Progress continues to be made in restraining the 
inflationary pressures which became serious during 1970. 


Economic Growth 


The estimate of real GNP growth in 1971 has recently been revised down- 
ward by the Central Bank from 6.4 percent to 5.5 percent. This latest 
figure still shows a better performance of the economy than in 1970 
(3.6 percent) or 1969 (3 percent) although pre-1969 rates (averaging 

6 percent) have yet to be repeated. Current GNP per capita in 1971 

is estimated at $270, slightly better than the $263 registered in 1970. 
Constant GNP per capita (1966 terms) is $256, again slightly better 
than 1970's $251 level. 


Partial explanation for this relatively poor growth record can be seen 

in the slowdown of consumption and fixed investment in both the public 
and private sectors for 1971. Public consumption increased 7.7 percent 
(less than the 1970 level of 10.6 percent) while private consumption 
attained a 4.7 percent increase (compared to 7.1 percent in 1970). 

Public sector fixed gross investment fell from an increase of 6.7 percent 
in 1970 to a decrease of 8.8 percent in 1971. Private sector investment 
went up 4 percent in 1971 compared to 11.3 percent in 1970. Investment 
in inventory fell by about $10.8 million or -155 percent compared to 1970. 


The preliminary estimates for 1972 show a slower growth rate than in 

1971. In current terms GNP growth will be 5.3 percent which just covers 
the population growth rate of 3.5 percent and a moderate increase in 
prices of 1.8 percent. Constant per capita GNP will remain at about 

the 1971 level. The principal causes of this slower growth are reduction 
in public investment, the hesitancy of private investment, hurricane 
damage which has diminished banana production, and the decrease in profits 
from coffee exports due to lowering of the international price. 


On the average aggregate internal demand for 1972 is expected to be 
higher than in 1971. In current prices, public consumption will increase 
by 7.5 percent with private consumption growing 5.8 percent. Gross 
private fixed investment is-expected to go up by 3.4 percent (less than 
1971's 4.0 percent) while pyblic investmént will show a negative growth 

of -1.0 percent. Approximately $7.8 million will be spent in 1972 on 
restocking of inventories which were heavily drawn down in 1971. This 
represents an increase of 172 percent over the 1971 figure for investment 
in inventories. 








The estimates for 1972 show that until the private sector is willing 
to take up the slack caused by the present decline in government activity, 
the overall growth rate will continue downward. 


Public Investment and Government Finance 


Many of the large infrastructure projects initiated during the past 


four years have recently been completed and there is presently a lull 

as preparations for implementation of new ones are made. In the past 

the Honduran Government has emphasized completing the basic road networks 
and increasing the country's electric power generating capacity. Orienta- 
tion toward these types of projects continues although efforts are also 
shifting to the agricultural and social sectors. Although capital 
budget execution in the past few years has improved with the experience 
gained in road and power projects, at present the capacity for project 
preparation and execution in other sectors is limited. The trend, 
however, is for public sector investment to continue growing as the 
government improves its execution ratio on outstanding loans. 


In 1971 actual public sector direct investment (fixed capital formation) 
was approximately $36 million. Of this amount, about $20 million was 
spent on transportation (mostly highways), $6 million on electric power, 
$3 million in agriculture, $1.3 million in education, and the rest 


spread out over health, telecommnications, water and sewerage, and 


housing. Financing of this investment continues to show a greater 
reliance on foreign loans and domestic borrowing rather than on current 
savings which have been absorbed by an upsurge in current expenditures 
of the Central Government (current expenditures increased 6.2 percent 
in 1970, slowed to 0.1 percent in 1971, and are estimated to be 9.9 


percent higher in 1972). 


During the five-year period 1972-77 the approximate amounts by sector 
of approved projects which involve external financing are estimated 

to be the following: transportation and telecommunications $62 million, 
energy $14 million, education $16 million, agriculture $16 million, 
health $7 million, and housing $16 million. The respective amounts for 
1972 alone are $11 million, $7 million, $4 million, $6 million, zero, 
and $4 million. 


Honduras continues to have an excellent credit standing with interna- 
tional lending agencies. As of March 31, 1972, the total foreign debt 
outstanding was approximately $145.3 million. Of this amount, about 


$79 million was undisbursed. The external debt service ratio for 1971 
was a respectable 4.1 percent. 


For the government to support a high level of investment, however, 
efforts will have to be made to bolster a worsening fiscal situation. 
In 1971 Central Government revenues increased by 1.5 percent while 


current expenditures rose by 0.1 percent and capital expenditures by 
3.8 percent. In 1972 current revenues are expected to go up about 





6 percent while current expenditures will increase 9.9 percent despite 
a decline of 11.7 percent in capital expenditures. Two important 


measures are needed for this year to correct the fiscal situation: 
request for a Congressional decrease of 1972 appropriations and presenta- 
tion of a tax increase package to Congress. Both of these measures 
reportedly are to take place momentarily but until they do such devices 


as advance collection of 1973 banana company taxes, some reduction in 


spending, and increase in the floating debt should just enable the 
government to get through 1972. 


The total Central Government deficit for 1971 was about $22 million 
of which about $12.5 million was covered by external financing and 


$10 million by domestic sources (of which about $8 million came from 


the Central Bank). The government's heavy reliance on the domestic 
financial system has led to a tight credit situation as the private 
sector also is increasingly calling upon bank credit to finance higher 
levels of imports. The IMF standby agreement has been extended for 
another year; the government has stayed within agreed ceilings on revenue 


and credit, and up to the present no drawings have been made. 


Balance of Payments and International Trade 


The balance of payments situation in 1971 improved relative to 1970. 
The deficit on current account went from about $70.8 million in 1970 


to about $28.5 million in 1971. Exports of goods and services increased 
$18.8 million or about 9 percent while imports fell by $23.5 million 

or about 8 percent. In 1971 Honduras moved back into a surplus position 
with its non-CACM trading partners although a trade deficit of $13.9 
million was experienced with Central America. Net foreign exchange 
reserves increased by $5.6 million. 


During 1972 exports to the rest of the world have been increasing but 

not sufficiently to counteract the depressive effects caused by the 

loss of exports to the CACM. By the end of the year exports are expected 
to fall by 3.9 percent (primarily bananas, down 6.7 percent) while 

imports are expected to grow 6.1 percent, leading to a worsening of the 
current account deficit by about 60 percent, i.e., a deficit of $46.3 
million. The deficit is to be financed by injections of capital (primarily 
foreign loans) and transfers totaling about $44 million. The difference 

is to be covered by about $2.5 million of international monetary reserves. 


Growth in exports of lumber is expected to continue, reaching a level 
in 1972 of about $21 million, 9.4 percent greater than 1971. Exports 
of minerals will increase about 7.3 percent, and tobacco about 14.3 

percent. Chilled meat exports are expected to go up about 17 percent. 


Notable increases in imports during 1972 will include food products, 
manufactured articles, fuel and lubricants, chemical products, and 
transportation machinery and equipment. A great part of this growth 
in imports represents restocking of inventories which were greatly 
reduced in 1971. 








Elements of Uncertainty 


The decline in the rate of increase of commercial activity, and parti- 
cularly private investment, is in part due to a feeling of uncertainty 
about the Honduran role in Central American trade as well as the 
operation of the country's coalition government. 


In 1971 a “national unity government" was created with the two major 
political parties sharing the important executive, legislative and 
judicial positions. Such a government although theoretically achieving 
a broader base of popular support, is by its nature more susceptible 

to internal stresses resulting from partisan differences. 


With regard to the CACM the figures for Honduran exports to these 
countries show clearly the difficulties faced by businessmen in determin- 
ing the size of their most convenient market. In 1968 Honduran exports 
to Central America were about $30 million (or 17.3 percent of all 
exports); in 1971 they were about $5.7 million (or 3 percent of all 
exports). In 1972 a slight improvement is projected: $6.3 million or 
3.4 percent of all exports. Meanwhile imports from the area are growing: 
about $16 million in 1971 and $18.6 million in 1972, leaving a $10 
million deficit in 1971 and one of $12 million for 1972. 


Much is heard of restructuring the Common Market although few concrete 
suggestions are made. Honduras meanwhile is seeking bilateral trade 
agreements. One was signed in September 1972 with Nicaragua and it is 
expected that one with Guatemala will follow shortly. Even here the 
pattern of small increases in sales to the area and strong increases 

in purchases seems to persist: sales to Nicaragua as a result of the 
bilateral treaty are estimated at $8 million while purchases are expected 
to reach $20 million. It follows that investors are reluctant to make 
new investments for fear that future trade relations with Central America 
will force them out of business. 


Extension of and adherence to the IMF standby agreement is a plus on 
the side of economic stability as will be the tax increase package and 
reduction of government expenditures when and if these are approved. 

The national currency is expected to remain strong. A note of caution, 
however, would be that if the deficit on current account continues 
growing throughout 1972 as it has been, and the expected capital inflows 
do not materialize, the loss of international reserves could reach an 
unacceptable $8 million. This probably would provoke energetic measures 
for the control of imports. One report is that additional stiff tariff 


duties will be levied against imports of most passenger vehicles beginning 
in October 1972. 


B. IMPLICATIONS FOR THE UNITED STATES 


Traditionally the United States has absorbed a very high share of imports 
from Honduras when compared to the other Central American countries and 
U. S. investment is probably the largest in Honduras of all the Common 





Market members. During 1971 the U. S. share of the market was 46.8 
percent compared to approximately 41.5 percent in 1970. Business 

ties are strong between the two countries and although tough competi- 
tion has been offered by Japan and Western Europe in some lines, 
products made in the United States are still highly regarded for quality, 
particularly if fast service and spare parts are readily available. 
Uniformity of equipment is another important consideration for those 
Honduran buyers who already have some U. S. stock. For U. S. firms 
interested in exporting to Honduras representation by agents who are 
efficient and alert to sales potential is highly recommended. 


The government's investment program, although momentarily slowed, 

should continue to offer opportunities to U. S. exporters. Major 

areas of government interest continue to be roads, telecommunications, 
health, electric power and water, education, agriculture, airport design 
and airport expansion. USAID is financing an agriculture sector analysis 
which should lead to more efficient agricultural development and the 
attendant need for tractors and other farming and livestock equipment. 
In the field of electric power efforts to bring new towns into the 
national network are underway and a $100 million dam and power project 
is still slated for construction in 1973-78. Expansion of international 
telephone service beyond the Central American area is under study. 

There will be a need for new school equipment in connection with USAID 
financing of school construction. There has also been a great deal of 
interest in ocean going ferries to connect various points on both coasts 
and the Bay Islands. Finally, during 1973-74 two important hospitals 
are scheduled for construction and three others are planning to install 
new equipment. So, despite the "“lumpiness" of basic infrastructure 
projects (and the consequent "lumpiness" of exports of heavy equipment) 
there are various fields in which U. S. exporters can become involved. 


In the private sector, food processing, fishing, and forestry are three 
areas of notable recent activity and tourism development continues to 
attract a great deal of interest. Food precessing and packaging has a 
high potential here since the food industry constitutes the most important 
segment of manufacturing by value of production and imports of processed 
food coming from the rest of Central America are still restricted. 
Specific lines of products needed would be dairy equipment, sausage 
processing and meat packaging equipment, canning machinery, and shrimp 
and lobster processing. 


Although the shrimp and lobster industry continues to be a good business 
it is felt that at present the fishing fleet exceeds the optimum size 
required for production potential and hence the prospects for additional 
investments are probably limited to buying into existing plants or to 
processing fin fish exclusively. Possibilities for sales of equipment 
continue favorable, however. 


Another area which has aroused considerable interest but for which the 
outlook for major private investment is not good is forestry. A new 
Forestry Law (Decree 85) came into effect in March 1972 and requires 
that the Honduran Government be a partner with up to 51 percent of the 
capital in large scale projects. Moderate size investments are still 
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being made without serious impediment and should not be discouraged, 
however. 


Tourism development should be given a boost with the publication of 
the new Tourism Law recently passed by Congress. The law provides a 
sizeable tax exemption for investors in hotels and other tourist 
facilities. 


In summary, therefore, although there has been a slowdown in economic 
growth and particularly investment plans, Honduras continues to be a 
small but growing market for the United States. As the standard of 
living of the population improves, the people will be interested in 
buying larger amounts of general consumer goods, small appliances, etc. 
From the point of view of the trader the economy is relatively open 
and unrestricted. No foreign exchange controls exist at present and 
the nearness of the United States as a supplier gives it a somewhat 
favored position. 
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